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1. (SBO) While considerable attention bee been focused on 
Venezuela's 3003 federal budget, the fiscal condition of 
the state-owned oil company, PDVSA, bee worsened. PDVSA's 
weakened balance eheet will nave ramifications fox 
Venezuela's overall economy in tbe coning year because the 
Government expects PDVSA to provide a significant fiscal 
contribution Co tbe national treasury. Considering 1 ovary 
oil production and prices, PDVSA will be bard pressed to , 
raise sufficient funds to cover ite investment budget (USD 
4.3 billion), operating expenses (USD 7.7 billion), and 
expected contributions to tbe treasury (USD 9.9 billion). 
Capital market s bave closed the gap between Venezuela's 
poorly regarded country risk (1,150 basis, points) and 
PDVSA's traditionally, higher-rated paper, industry - 
analysts are also increasingly concerned over toe revenue 
Impact of PDVSA's declining production ae Venezuela 
continues to champion OPEC' s restrictive supply policy. 
End Summary. 

2. (U) Compared to 3001 when PDVSA generated USD 23.8 
billion in revenue, tbe Government of Venezuela (Oov) 
estimates tbe state-owned oil company will produce USD 23.4 
billion revenue in 2002. The company's gross profit last 
year was USD 11.7 billion,- while 3002 estimated earnings 
are projected to be USD 9.9 billion. These figures, 
however, are predicated on an average oil price of USD 
18.50 and production of 2.87 million bbl/day. According to 
tbe majority of industry analysts, it is highly unlikely 
that either of theae conditions will be met. 

3. (SBU) According to sensitivity analysis put together by 
a fiscal expert -- and former chief of tbe National 
Assembly's Economic Analysis Office — at Venezuela ■ B 
respected Institute for Higher Administrative Studies 
tiSSA), PDVSA's financial results for 2002 could be 43 
percent less than government projections. According to the 
IESA study, with production levels of 2.7 million bbl/day 
and an average price of USD 15.00/bbl, PDVSA'S 2003 gross 
profits fall to DSD 5.67 billion. (Note: Due to- tbe 
relatively low API rating of Venezuela's oil, the average 
oil price is several dollars below market standards West 
Texas Intermediate and Brent; the average price for tbe 
week ending February 1 was USD IS. 72. Following OFEC's 
latest quota reduction, Venesuela is supposed to produce 
2.5 million bbl/day.) 

4 . (SBU) The federal fiscal crunch is developing because, 
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10. <8BU) The Btre«» of supporting increased federal 
expenditures and undertaking a sizable new investment 
program (to Bay nothing of increasing operating expenses 
that are aeaociated with maturing fields) ia beginning to 
"how. with USD 7.1 billion in long- 1 em debt at year-end 
2001, PDVSA'a debt service will exceed USD 650 million in 
2002 (USD 409 million in interest payments ; USD 475 million 
in amortisation) . The capital markets are already pricing 
these developments into PDVSA's loog-,term debt. If oil 
prices fail to rebound, the GOV will have f 0. decide whether 
PDVSA will focus more on investment or continue to serve as 
the principal source of government revenue. End Comment. 
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